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be counted again in determining com-
pensation for the particular limitation 
year. 

(6) Special rule for employees of con-
trolled groups of corporations, etc. In the 
case of an employee of two or more cor-
porations which are members of a con-
trolled group of corporations (as de-
fined in section 414(b) as modified by 
section 415(h)), the term ‘‘compensa-
tion’’ for such employee includes com-
pensation from all employers that are 
members of the group, regardless of 
whether the employee’s particular em-
ployer has a qualified plan. This spe-
cial rule is also applicable to an em-
ployee of two or more trades or busi-
nesses (whether or not incorporated) 
that are under common control (as de-
fined in section 414(c) as modified by 
section 415(h)), to an employee of two 
or more members of an affiliated serv-
ice group as defined in section 414(m), 
and to an employee of two or more 
members of any group of employers 
who must be aggregated and treated as 
one employer pursuant to section 
414(o). 

(7) Special rule when section 403(b) an-
nuity is aggregated with qualified plan of 
controlled employer. If a section 403(b) 
annuity contract is combined or aggre-
gated with a qualified plan of a con-
trolled employer in accordance with ei-
ther § 1.415–7(h)(2)(i) or § 1.415–8(d)(2), 
the following rules apply: 

(i) In applying separately the limita-
tions of section 415 (b) or (c) to the 
qualified plan and the limitations of 
section 415(c) and the exclusion allow-
ance of section 403(b)(2)(A) to the sec-
tion 403(b) annuity, compensation from 
the controlled employer may not be ag-
gregated with compensation from the 
employer purchasing the section 403(b) 
annuity. 

(ii) However, in applying the limita-
tions of section 415(c) in connection 
with the combining of the section 
403(b) annuity with a qualified defined 
contribution plan or section 415(e) in 
connection with the aggregating of the 
section 403(b) annuity with a qualified 
defined benefit plan, the total com-
pensation from both employers may be 
taken into account. 

(8) Special rules for leased employees. 
[Reserved] 

(9) Special rules for permanent and 
total disability. [Reserved] 

(10) Safe harbor rule with respect to 
plan’s definition of compensation. If a 
plan defines compensation for purposes 
of applying the limitations of section 
415 to include only those items speci-
fied in paragraph (d)(2)(i) of this sec-
tion and to exclude all those items list-
ed in paragraph (d)(3) of this section, if 
applicable, the plan will automatically 
be considered to be using a definition 
of compensation which satisfies section 
415(c)(3). 

(11) Alternative definition of compensa-
tion. In lieu of defining compensation 
in accordance with paragraphs (d)(2) 
and (d)(3) of this section, for purposes 
of applying the limitations of section 
415 in the case of employees other than 
self-employed individuals treated as 
employees within the meaning of sec-
tion 401(c)(1), a plan may define com-
pensation using either of the following 
definitions used for wage reporting pur-
poses, as modified herein, and the defi-
nition will be considered automatically 
to satisfy section 415(c)(3): 

(i) Information required to be reported 
under sections 6041, 6051 and 6052. Com-
pensation is defined as wages within 
the meaning of section 3401(a) and all 
other payments of compensation to an 
employee by his employer (in the 
course of the employer’s trade or busi-
ness) for which the employer is re-
quired to furnish the employee a writ-
ten statement under sections 6041(d), 
6051(a)(3), and 6052. See §§ 1.6041–1(a), 
1.6041–2(a)(1), 1,6052–1, and 1.6052–2, and 
also see § 31.6051–1(a)(1)(i)(C) of this 
chapter. This definition of compensa-
tion may be modified to exclude 
amounts paid or reimbursed by the em-
ployer for moving expenses incurred by 
an employee, but only to the extent 
that at the time of the payment it is 
reasonable to believe that these 
amounts are deductible by the em-
ployee under section 217. Compensation 
under this paragraph (d)(11)(i) must be 
determined without regard to any rules 
under section 3401(a) that limit the re-
muneration included in wages based on 
the nature or location of the employ-
ment or the services performed (such 
as the exception for agricultural labor 
in section 3401(a)(2)). 
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(ii) Section 3401(a) wages. Compensa-
tion is defined as wages within the 
meaning of section 3401(a) (for purposes 
of income tax withholding at the 
source) but determined without regard 
to any rules that limit the remunera-
tion included in wages based on the na-
ture or location of the employment or 
the services performed (such as the ex-
ception for agricultural labor in sec-
tion 3401(a)(2)). 

(12) Optional use of prior regulations. 
For years beginning before September 
19, 1991, employers are permitted, in de-
fining compensation for purposes of 
section 415(c)(3), to comply with either 
the provisions of this § 1.415–2(d) or the 
prior regulation provisions of § 1.415–
2(d). See § 1.415–2(d) as contained in the 
CFR edition revised as of April 1, 1991. 

(13) Additional rules. The Commis-
sioner may in revenue rulings, notices, 
and other guidance of general applica-
bility provide additional definitions of 
compensation that are treated as satis-
fying section 415(c)(3). 

[T.D. 7748, 46 FR 1698, Jan. 7, 1981, as amend-
ed by T.D. 8361, 56 FR 47667, Sept. 19, 1991; 57 
FR 10815, 10953, Mar. 31, 1992]

§ 1.415–3 Limitations for defined ben-
efit plans. 

(a) General rules—(1) Maximum limita-
tions. Under section 415(b) and this sec-
tion, to satisfy the provisions of sec-
tion 415(a) for any limitation year, the 
annual benefit (as defined in paragraph 
(b)(1)(i) of this section) to which a par-
ticipant is entitled at any time under a 
defined benefit plan may not, during 
the limitation year, exceed the lesser 
of— 

(i) $75,000, or 
(ii) 100 percent of the participant’s 

average compensation for his high 3 
years of service. 
As required in § 1.415–1(d), in order to 
satisfy the limitations on benefits of 
this section, the plan provisions must 
preclude the possibility that any an-
nual benefit exceeding these limita-
tions will be payable at any time. 
Thus, a plan may fail to satisfy the 
limitations of this section even though 
no participant has actually accrued a 
benefit in excess of these limitations. 

(2) Adjustment to dollar limitation. The 
dollar limitation described in section 
415(b)(1)(A) and paragraph (a)(1)(i) of 

this section is adjusted for cost of liv-
ing increases under section 415(d) and 
§ 1.415–5(a). The adjusted figure is effec-
tive as of January 1 of each calendar 
year and is applicable to limitation 
years that end during that calendar 
year. 

(3) Average compensation for high 3 
years of service. For purposes of apply-
ing the limitation on benefits described 
in this section, a participant’s high 3 
years of service is the period of 3 con-
secutive calendar years (or, the actual 
number of consecutive years of em-
ployment for those employees who are 
employed for less than 3 consecutive 
years with the employer) during which 
the employee had the greatest aggre-
gate compensation (as defined in 
§ 1.415–2(d)) from the employer. For pur-
poses of this subparagraph, in deter-
mining a participant’s high 3 years, the 
plan may use any 12 month period in-
stead of the calendar year provided 
that it is uniformly and consistently 
applied. 

(b) Definitions of terms—(1) Annual 
benefit. (i) The term ‘‘annual benefit’’ 
means a benefit which is payable annu-
ally in the form of a straight life annu-
ity under a plan. Such benefit does not 
include any benefits attributable to ei-
ther employee contributions or roll-
over contributions (as defined in sec-
tions 402(a)(5), 403(a)(4), 408(d)(3) and 
409(b)(3)(C)). Additionally, in applying 
the limitations on benefits described in 
paragraph (a)(1) of this section to the 
annual benefit of a participant, it is 
immaterial if the participant works be-
yond the normal retirement age as de-
termined under the terms of the plan. 
Thus, for example, if an individual, 
who is subject to the dollar limitation 
of section 415(b)(1)(A) ($110,625 for 1980), 
retires in 1980 after working past the 
plan’s normal retirement age of 65, the 
plan may only provide such individual 
with an annual benefit of $110,625 in 
1980 and not the actuarial equivalent of 
the amount the individual would have 
been entitled to receive at age 65 in 
order to comply with the section 415(b) 
limitations. 

(ii) If the plan provides for a benefit 
which is not payable in the form of a 
straight life annuity, the benefit is ad-
justed in accordance with paragraph (c) 
of this section for purposes of applying 

VerDate Jan<31>2003 08:35 Apr 11, 2003 Jkt 200085 PO 00000 Frm 00777 Fmt 8010 Sfmt 8010 Y:\SGML\200085T.XXX 200085T



778

26 CFR Ch. I (4–1–03 Edition)§ 1.415–3

the limitations on benefits described in 
paragraph (a)(1) of this section. 

(iii) If rollover contributions are 
made to the plan, the annual benefit 
attributable to these contributions is 
determined on the basis of reasonable 
actuarial assumptions. See paragraph 
(d) of this section for rules relating to 
employee contributions. 

(iv) For purposes of this paragraph, 
when there is a transfer of assets or li-
abilities from one qualified plan to an-
other, the annual benefit attributable 
to the assets transferred does not have 
to be taken into account by the trans-
feree plan in applying the limitations 
of section 415. The annual benefit pay-
able on account of the transfer for any 
individual that is attributable to the 
assets transferred will be equal to the 
annual benefit transferred on behalf of 
such individual multiple by a fraction, 
the numerator of which is the total as-
sets transferred and the denominator 
of which is the total liabilities trans-
ferred. 

(2) Retirement benefit. For purposes of 
this section, the term ‘‘retirement ben-
efit’’ means a benefit provided under 
the terms of a defined benefit plan 
which is subject to the limitations of 
section 415(b) and this section. 

(c) Adjustment where form of benefit is 
other than straight life annuity—(1) In 
general. (i) Where a defined benefit plan 
provides a retirement benefit in any 
form other than a straight life annuity, 
the plan benefit is adjusted to a 
straight life annuity beginning at the 
same age which is the actuarial equiva-
lent of such benefit in accordance with 
rules determined by the Commissioner. 
This adjustment is for purposes of ap-
plying the limitations on benefits de-
scribed in paragraph (a)(1) of this sec-
tion to the annual benefit of the partic-
ipant. 

(ii) Examples of benefits that are not 
in the form of a straight life annuity 
are an annuity which includes a post-
retirement death benefit and an annu-
ity providing for a guaranteed number 
of payments. 

(2) Certain beneifts to which no adjust-
ment is required. For purposes of the ad-
justment described in subparagraph (1) 
of this paragraph, the following values 
are not taken into account: 

(i) The value of a qualified joint and 
survivor annuity (as defined in section 
401(a)(11)(G)(iii) and the regulations 
thereunder) provided by the plan to the 
extent that such value exceeds the sum 
of (A) the value of a straight life annu-
ity beginning on the same date and (B) 
the value of any post-retirement death 
benefits which would be payable even if 
the annuity was not in the form of a 
joint and survivor annuity. 

(ii) The value of benefits that are not 
directly related to retirement benefits 
(such as pre-retirement disability and 
death benefits and post-retirement 
medical benefits). 

(iii) The value of benefits provided by 
the plan which reflect post-retirement 
cost of living increases to the extent 
that such increases are in accordance 
with section 415(d) and § 1.415–5. 

(3) Examples. The provisions of sub-
paragraph (2)(i) of this paragraph may 
be illustrated by the following exam-
ples:

Example (1). (i) Corporation ABC maintains 
a defined benefit plan that provides a benefit 
in the form of a joint and 100% suvivor annu-
ity with a 10 year certain feature. The value 
of this benefit is equal to 126% of the value 
of the same amount payable as a straight life 
annuity beginning on the same date. If the 
benefit were payable in the form of a joint 
and 100% survivor annuity, without a 10 year 
certain feature, its value would be equal to 
only 123% of the value of the same amount 
payable as a straight life annuity beginning 
on the same date. If the benefit were payable 
with a 10 year certain feature, but without 
the joint and 100% survivor aspect, its value 
would equal 110% of the value of the same 
amount payable as a straight life annuity be-
ginning on the same date. Thus, the value of 
the postretirement death benefits which 
would be payable even if the annuity were 
not in the form of a joint and survivor annu-
ity is 10%. 

(ii) Under subparagraph (2)(i) of this para-
graph, the values which may be excluded for 
purposes of the adjustment required by sub-
paragraph (1) of this paragraph are as fol-
lows: The value of the joint and survivor an-
nuity provided by the plan (126%) to the ex-
tent that such value exceeds the sum of, the 
value of the straight life annuity beginning 
on the same date (100%) and the value of the 
post-retirement death benefits (10%). There-
fore, the value of the joint and survivor an-
nuity provided by the plan exceeds the value 
of the straight life annuity with the 10 year 
certain feature by 16% (126%–110%). 

(iii) Although 16% of the excess benefit at-
tributable to the annity provided by this 
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plan may, consequently, be ignored (because 
this represents the value added to the 10 year 
certain and life annuity benefit by the joint 
survivor feature), 10% of such excess benefit 
(the value added to the straight life annuity 
benefit by the 10 year certain feature) must 
be taken into account for purposes of adjust-
ing the benefit under the plan to an actuari-
ally equivalent straight life annuity. Thus, 
for example, if ABC Corporation were to pro-
vide a benefit equal to 95% of a participant’s 
compensation for the high three years of 
service, the limitation of section 415(b)(1)(B) 
would be exceeded because the benefit under 
the plan would be the actuarial equivalent of 
a straight life annuity equal to 105% of a 
participant’s compensation for the high 
three years.

Example (2). Corporation XYZ maintains a 
nondiscriminatory defined benefit plan that 
provides a benefit which is equal to 100% of 
a participant’s compensation for his high 3 
years of service. For married participants, 
the benefit is payable in the form of a joint 
and 100% survivor annuity. While for partici-
pants who are not married, the benefit is 
payable in the form of a straight life annu-
ity. The plan also provides that married par-
ticipants can elect to receive their benefits 
in the form of a lump sum distribution which 
is the actuarial equivalent of a joint and 
100% survivor annuity. The special rule set 
forth in subparagraph (2)(i) of this paragraph 
only applies, however, if the benefit is pay-
able in the form of a qualified joint and sur-
vivor annuity. Any other forms of optional 
benefits must be adjusted to a straight life 
annuity in accordance with subparagraph (1) 
of this paragraph. Accordingly, because the 
benefit payable under the plan in the form of 
a lump sum distribution is the actuarial 
equivalent of a straight life annuity which is 
greater than 100% of a participant’s com-
pensation for his high 3 years, the limitation 
of section 415(b)(1)(B) has been exceeded.

(d) Employee contributions—(1) Manda-
tory contributions. Where a defined ben-
efit plan provides for mandatory em-
ployee contributions (as defined in sec-
tion 411(c)(2)(C)), the annual benefit at-
tributable to such contributions is not 
taken into account for purposes of ap-
plying the limitations on benefits de-
scribed in paragraph (a) of this section. 
The annual benefit attributable to 
mandatory contributions is determined 
by using the factors described in sec-
tion 411(c)(2)(B) and the regulations 
thereunder, regardless of whether sec-
tion 411 applies to that plan. 

However, the mandatory employee 
contributions are considered a separate 
defined contribution plan maintained 
by the employer that is subject to the 

limitations on contributions and other 
additions described in § 1.415–6. (See 
§ 1.415–7 for provisions relating to the 
limitations applicable where an em-
ployer maintains a defined benefit and 
defined contribution plan for the same 
employee.) 

(2) Voluntary contributions. Where a 
defined benefit plan provides for vol-
untary employee contributions, these 
contributions are considered a separate 
defined contribution plan maintained 
by the employer which is subject to the 
limitations on contributions and other 
additions described in § 1.415–6. (See 
§ 1.415–7 for provisions relating to the 
limitations applicable where an em-
ployer maintains a defined benefit and 
defined contribution plan for the same 
employee.) 

(3) Example: The provisions of this 
paragraph may be illustrated by the 
following example:

Example. A is a participant in a defined 
benefit plan maintained by his employer. 
Under the terms of the plan A must make 
contributions to the plan in a stated amount 
to accrue benefits derived from employer 
contributions. These contributions are man-
datory employee contributions within the 
meaning of section 411(c)(2)(C) and, thus, the 
annual benefit attributable to these con-
tributions does not have to be taken into ac-
count for purposes of testing the annual ben-
efit derived from employer contributions 
against the applicable limitation on benefits. 
However, these contributions are considered 
a separate defined contribution plan main-
tained by A’s employer. Accordingly, with 
respect to the current limitation year: (1) 
the limitation on benefits (as described in 
paragraph (a)(1) of this section) is applicable 
to the annual benefit attributable to em-
ployer contributions to the defined benefit 
plan; (2) the limitation on contributions and 
other additions (as described in § 1.415–6) is 
applicable to the defined contribution plan 
consisting of A’s mandatory contributions; 
and (3) the provisions of § 1.415–7 (relating to 
the limitations where the employer main-
tains a defined benefit and defined contribu-
tion plan for the same employee) are applica-
ble to the defined benefit and defined con-
tribution plan in which A participates. These 
same limitations would also apply. If, in-
stead of providing for mandatory employee 
contributions the plan permitted voluntary 
employee contributions, since both vol-
untary and mandatory employee contribu-
tions are treated as separate defined con-
tribution plans maintained by the employer.
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(e) Adjustment where benefit begins be-
fore age 55. Where a defined benefit plan 
provides a retirement benefit begin-
ning before age 55, the plan benefit is 
adjusted to the actuarial equivalent of 
a benefit beginning at age 55 in accord-
ance with rules determined by the 
Commissioner. This adjustment is only 
for purposes of applying the dollar lim-
itation described in section 415(b)(1)(A) 
to the annual benefit of the partici-
pant. 

(f) Total annual benefits not in excess 
of $10,000—(1) In general. The annual 
benefit (without regard to the age at 
which benefits commence) payable 
with respect to a participant under any 
defined benefit plan is not considered 
to exceed the limitations on benefits 
described in section 415(b)(1) and in 
paragraph (a)(1) of this section if— 

(i) The retirement benefits derived 
from employer contributions payable 
with respect to the participant under 
the plan and all other defined benefit 
plans of the employer do not in the ag-
gregate exceed $10,000 for the limita-
tion year, or for any prior limitation 
year, and 

(ii) The employer has not at any 
time, either before or after the effec-
tive date of section 415, maintained a 
defined contribution plan in which the 
participant participated. 

(2) Special rule with respect to partici-
pants in multiemployer plans. The spe-
cial $10,000 exception set forth in sub-
paragraph (1) of this paragraph is appli-
cable to a participant in a multiem-
ployer plan described in section 414(f) 
without regard to whether that partici-
pant ever participated in one or more 
other plans maintained by an employer 
who also maintains the multiemployer 
plan, provided that none of such other 
plans were maintained as a result of 
collective bargaining involving the 
same employee representative as the 
multiemployer plan. 

(3) Special rule with respect to employee 
contributions. For purposes of subpara-
graph (1)(ii) of this paragraph, if a de-
fined benefit plan provides for em-
ployee contributions, whether vol-
untary or mandatory, these contribu-
tions will not be considered a separate 
defined contribution plan maintained 
by the employer. Thus, a contributory 
defined benefit plan may utilize the 

special dollar limitation provided for 
in this paragraph. 

(4) Computation of $10,000 amount. For 
purposes of subparagraph (1)(i) of this 
paragraph, the value of the retirement 
benefit payable under the plan is not 
adjusted upward for early retirement 
provisions and benefits which are not 
in the form of a straight life annuity 
(whether or not directly related to re-
tirement benefits). 

(5) Examples. The application of this 
paragraph may be illustrated by the 
following examples:

Example (1). B is a participant in a defined 
benefit plan maintained by this employer, X 
Corporation, which provides for a benefit 
payable in the form of a straight life annuity 
beginning at age 65. B’s compensation for his 
high 3 years of service is $6,000. The plan does 
not provide for employee contributions and 
at no time has B been a participant in a de-
fined contribution plan maintained by X. 
With respect to the current limitation year, 
B’s retirement benefit under the plan is 
$9,500. Because B’s retirement benefit does 
not exceed $10,000 and because B has at no 
time participated in a defined contribution 
plan maintained by X, the benefits payable 
under the plan are not considered to exceed 
the limitation on benefits otherwise applica-
ble to B ($6,000). This result would remain 
the same, even if, under the terms of the 
plan, B’s normal retirement age were age 50 
or if the plan provided for employee con-
tributions.

Example (2). Assume the same facts as in 
example (1), except that the plan provides for 
a benefit payable in the form of a life annu-
ity with a 10 year certain feature. Assume 
that after the adjustment described in para-
graph (c) of this section, B’s annual benefit 
under the plan for the current limitation 
year is $10,500. However, for purposes of ap-
plying the special rule provided in this para-
graph for total benefits not in excess of 
$10,000, there is no adjustment required if the 
retirement benefit payable under the plan is 
not in the form of a straight life annuity. 
Therefore, because B’s retirement benefit 
does not exceed $10,000, B may receive the 
full $9,500 benefit without the otherwise ap-
plicable benefit limitations of this section 
being exceeded.

(g) Special rule for service of less than 
10 years—(1) In general. Where a partici-
pant has less than 10 years of service 
with the employer at the time the par-
ticipant begins to receive retirement 
benefits under the plan, the benefit 
limitations described in section 415(b) 
(1) and (4) and paragraphs (a)(1) and 
(f)(1) of this section are to be reduced 
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by multiplying the otherwise applica-
ble limitation by a fraction— 

(i) The numerator of which is the 
number of years of service with the em-
ployer as of, and including, the current 
limitation year, and 

(ii) The denominator of which is 10. 
For purposes of this subparagraph, the 
term ‘‘year of service’’ is to be deter-
mined on a reasonable and consistent 
basis. 

(2) Examples. The provision of this 
paragraph may be illustrated by the 
following examples:

Example (1). C begins employment with 
Acme Corporation on January 1, 1977, at the 
age of 58. Acme maintains only a non-
contributory defined benefit plan which pro-
vides for a straight life annuity beginning at 
age 65 and uses the calendar year for the lim-
itation and plan year. Acme has never main-
tained a defined contribution plan. C be-
comes a participant in Acme’s plan on Janu-
ary 1, 1978 and works through December 31, 
1983, when he is age 65. C begins to receive 
benefits under the plan in 1984. C’s average 
compensation for his high 3 years of service 
is $20,000. Furthermore, under the terms of 
Acme’s plan, for purposes of computing C’s 
nonforfeitable percentage in his accrued ben-
efit derived from employer contributions, C 
has only 7 years of service with Acme (1977–
1983). Therefore, because C has less than 10 
years of service with Acme at the time he be-
gins to receive benefits under the plan, the 
maximum permissible annual benefit pay-
able with respect to C is only $14,000 
($20,000×7/10).

Example (2). Assume the same facts as in 
example (1), except that C’s average com-
pensation for his high 3 years is $8,000. Be-
cause C has less than 10 years of service with 
Acme at the time he begins to receive bene-
fits, the maximum benefit payable with re-
spect to C would be reduced to $5,600 
($8,000x 7/10). However, the special rule for 
total benefits not in excess of $10,000, pro-
vided in paragraph (f) of this section, is ap-
plicable in this case. Accordingly, C may re-
ceive an annual benefit of $7,000 ($10,000x 7/10) 
without the benefit limitations of this sec-
tion being exceeded.

Example (3). ABC corporation maintains a 
defined benefit plan. Instead of adjusting the 
benefit limitations in accordance with the 
method described in subparagraph (1) of this 
paragraph, the plan provides that the plan 
administrator may make the necessary ad-
justment by multiplying the otherwise appli-
cable limitation by a fraction—(1) the nu-
merator of which is the number of completed 
months of service with the employer, and (2) 
the denominator of which is 120. The plan 
further provides that a completed month of 

service with the employer is any calendar 
month in which the employee is credited 
with at least 83 hours of service. Provided 
that an hour of service is determined in a 
manner that is reasonable and consistent, 
the plan may use this alternative rule for 
making the adjustment required when a par-
ticipant has less than 10 years of service 
with the employer at the time he begins to 
receive benefits under the plan.

(h) Benefits under certain collectively 
bargained plans. For a special rule af-
fecting the compensation limitation 
described in section 415(b)(1)(B) and 
paragraph (a)(1)(ii) of this section, see 
section 415(b)(7). For a special effective 
date with respect to this rule, see 
§ 1.415–1(f)(5). 

[T.D. 7748, 46 FR 1700, Jan. 7, 1981]

§ 1.415–4 Transitional rule for defined 
benefit plans. 

(a) In general. If all of the conditions 
described in paragraph (b) of this sec-
tion are satisfied, the annual benefit 
payable to an individual who was a par-
ticipant in a defined benefit plan at 
any time before October 3, 1973, will 
not be considered to exceed the limita-
tions of section 415(b) and § 1.415–3(a). 
In the case of an individual who was a 
participant in more than one defined 
benefit plan at any time before October 
3, 1973, the annual benefit payable to 
that individual from each plan will be 
deemed not to exceed the limitations 
of section 415(b) and § 1.415–3(a) if the 
benefit from each plan satisfies all of 
the conditions described in paragraph 
(b) of this section. 

(b) Conditions for application of transi-
tional rule. The conditions are— 

(1) The annual benefit payable to the 
participant does not exceed 100 percent 
of that participant’s annual rate of 
compensation (as defined in paragraph 
(c) of this section) on October 2, 1973, 
or, if earlier, as of the date the partici-
pant separated from the service of the 
employer. 

(2) The annual benefit payable to the 
participant does not exceed the annual 
benefit which would have been payable 
to the participant at any time if— 

(i) All the terms and conditions of 
the plan which were actually in effect 
on October 2, 1973 (or if earlier, on the 
date the participant separated from the 

VerDate Jan<31>2003 08:35 Apr 11, 2003 Jkt 200085 PO 00000 Frm 00781 Fmt 8010 Sfmt 8010 Y:\SGML\200085T.XXX 200085T



782

26 CFR Ch. I (4–1–03 Edition)§ 1.415–4

service of the employer) had remained 
in effect, and 

(ii) The participant’s compensation 
taken into account for determining 
benefits under the plan for any period 
after October 2, 1973, did not exceed his 
annual rate of compensation (as de-
fined in paragraph (c) of this section) 
on that date. 

(3) The annual benefit payable to a 
participant who separated from the 
service of the employer before October 
2, 1973, does not exceed the partici-
pant’s nonforfeitable accrued benefit 
under the plan as of the date he sepa-
rated from service. 

(c) Special rules—(1) Annual rate of 
compensation. For purposes of this sec-
tion, a participant’s annual rate of 
compensation for a particular calendar 
year shall be the greater of— 

(i) The participant’s compensation 
for that calendar year as determined in 
accordance with the rules provided in 
§ 1.415–2(d), or 

(ii) The compensation which would be 
used to determine benefits under the 
plan if the employee separated from 
the service of the employer on October 
2, 1973, or, if earlier, the employee’s ac-
tual date of separation from the service 
of the employer. 

(2) Cost-of-living adjustments. (i) If the 
plan, as in existence on October 2, 1973, 
provided for a post-retirement cost of 
living adjustment to benefits, the ad-
justment may be taken into account in 
determining the participant’s allow-
able benefit under paragraph (b) of this 
section. However, under paragraph 
(b)(2) of this section, if a plan is 
amended after October 2, 1973 to pro-
vide for cost-of-living benefit increases 
for retired participants, the transi-
tional rule of this section will not 
apply to any increased benefit attrib-
utable to the amendment. 

(ii) Any cost-of-living increase in the 
dollar limitation described in section 
415(b)(1)(A) under section 415(d) and 
§ 1.415–5(a) may be taken advantage of 
by an individual who is otherwise using 
the transitional rule set forth in this 
section. Thus, for example, if, due to 
cost-of-living increases under section 
415(d) and § 1.415–5(a), the dollar limita-
tion for 1981 is greater than $110,625, to 
the extent allowed under section 415(b), 
a plan may provide that an individual 

who is otherwise receiving a benefit of 
$110,625 per year under the transitional 
rule of this section, may receive the 
greater amount in 1981. 

(3) Retirement benefit beginning before 
age 55. If a defined benefit plan pro-
vides a retirement benefit beginning 
before age 55, no actuarial adjustment 
of the benefit which can be provided 
under the transitional rule of this sec-
tion is required to be made. 

(4) Retirement benefit payable in a form 
other than a straight life annuity. If a de-
fined benefit plan, as in existence on 
October 2, 1973, provided a retirement 
benefit in a form other than a straight 
life annuity, no actuarial adjustment 
(as otherwise required under § 1.415–
3(c)) of the benefit which can be pro-
vided under the transitional rule of 
this section is required to be made. 
However, if the plan is amended after 
October 2, 1973, to provide a benefit of 
greater value than the benefit provided 
under the plan as of October 2, 1973, the 
transitional rule of this section will 
not apply to the increase in the value 
of the benefit attributable to the 
amendment. (See paragraph (b)(2)(i) of 
this section.) 

(d) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples:

Example (1). N, a participant in a non-
contributory defined benefit plan maintained 
by his employer, retired on February 17, 1969, 
and became eligible to receive benefits under 
the plan. At that time, N had attained age 
65, the normal retirement age under the 
plan. N’s annual rate of compensation on 
February 17, 1969, was $90,000. Under the 
terms of the plan, as in effect on February 
17, 1969, N was entitled to an annual benefit 
of $86,000, which was N’s accrued nonforfeit-
able benefit as of that date. Because the an-
nual benefit payable with respect to N (i) 
does not exceed 100 percent of N’s compensa-
tion on February 17, 1969, (ii) does not exceed 
the annual benefit to which N was entitled 
on retirement, and (iii) did not exceed N’s 
nonforfeitable accrued benefit on retirement, 
the plan may provide an annual benefit of 
$86,000 with respect to N for limitation years 
to which section 415 applies without vio-
lating the limitations imposed by section 
415(b) and § 1.415–3.

Example (2). Assume the same facts as in 
example (1) except that on February 17, 1969, 
when N retired and became eligible to re-
ceive benefits under the plan, N had not at-
tained the age of 55. Because the adjustment 
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required under section 415(b)(2)(C) for retire-
ment benefits beginning before age 55 is only 
applicable to the dollar limitation described 
in section 415(b)(1)(A), under paragraph (c)(3) 
of this section, no actuarial adjustment of 
the annual benefit of $86,000 payable with re-
spect to N is required to be made. Therefore, 
the plan may pay annual benefits of $86,000 
to N, even though N retires and is eligible to 
receive benefits before age 55.

[T.D. 7748, 46 FR 1703, Jan. 7, 1981]

§ 1.415–5 Cost of living adjustments for 
defined benefit plans. 

(a) Dollar limitation—(1) In general. 
Under section 415(d)(1)(A), the dollar 
limitation described in section 
415(b)(1)(A) applicable to defined ben-
efit plans for limitation years to which 
section 415 applies is adjusted annually 
to take into account increases in the 
cost of living. The adjustment of the 
dollar limitation is made by multi-
plying an annual adjustment factor by 
$75,000. For purposes of this paragraph, 
the annual adjustment factor is to be 
determined by the Commissioner. 

(2) Effective date of adjustment. The 
adjusted dollar limitation applicable to 
defined benefit plans is effective as of 
January 1 of each calendar year and 
applies with respect to limitation years 
ending with or within that calendar 
year. 

(3) Application of adjusted figure. The 
adjusted dollar limitation is applicable 
to employees who are participants in a 
defined benefit plan and to employees 
who have retired or otherwise termi-
nated their service under the plan with 
a nonforfeitable right to accrued bene-
fits, regardless of whether they have 
actually begun to receive such benefits. 
However, for purposes of this subpara-
graph, the annual benefit payable to a 
terminated participant, which is other-
wise limited by the dollar limitation, 
may only be increased in accordance 
with cost-of-living adjustments of the 
dollar limitation if the plan specifi-
cally provides for such post-retirement 
adjustments. 

(b) Average compensation for high 3 
years of service limitation—(1) In general. 
Under section 415(d)(1)(C), with regard 
to participants who have separated 
from service with a nonforfeitable 
right to an accrued benefit, the com-
pensation limitation described in sec-
tion 415(b)(1)(B) applicable to limita-

tion years to which section 415 applies 
may be adjusted annually to take into 
account increases in the cost of living. 
For any limitation year beginning 
after the separation occurs, the adjust-
ment of the compensation limitation is 
made by multiplying the annual ad-
justment factor (as defined in para-
graph (b)(2) of this section) by the com-
pensation limitation applicable to the 
participant in the limitation year he 
separated from the service of the em-
ployer. In the case of a participant who 
has separated from service prior to the 
first limitation year to which section 
415 applies, the cost-of-living adjust-
ment of the compensation limitation 
under this paragraph for all limitation 
years prior to the effective date of sec-
tion 415 is to be determined as provided 
by the Commissioner. For purposes of 
the adjustment described in this sub-
paragraph, the annual benefit payable 
to a terminated participant, which is 
otherwise limited by the compensation 
limitation, may only be increased in 
accordance with cost-of-living adjust-
ments of the compensation limitation 
if the plan specifically provides for 
such post-retirement adjustments. 

(2) Annual adjustment factor for com-
pensation limitation. For any limitation 
year beginning after the separation oc-
curs, the annual adjustment factor is a 
fraction, the numerator of which is the 
adjusted dollar limitation for the limi-
tation year in which the compensation 
limitation is being adjusted and the de-
nominator of which is the adjusted dol-
lar limitation for the limitation year 
in which the participant separated 
from service. In determining the ad-
justed dollar limitation for purposes of 
computing the annual adjustment fac-
tor under this subparagraph, the rule 
provided in paragraph (a)(2) of this sec-
tion (relating to the effective date of 
the adjusted dollar limitation) shall be 
applicable. 

(3) Example. The provisions of this 
paragraph may be illustrated by the 
following example:

Example. X is a participant in a qualified 
defined benefit plan maintained by his em-
ployer. The plan has a calendar year limita-
tion year. Under the terms of the plan, X is 
entitled to a benefit consisting of a straight 
life annuity equal to 100 percent of X’s com-
pensation for his high 3 years of service. X’s 
average compensation for his high 3 years is 

VerDate Jan<31>2003 08:35 Apr 11, 2003 Jkt 200085 PO 00000 Frm 00783 Fmt 8010 Sfmt 8010 Y:\SGML\200085T.XXX 200085T



784

26 CFR Ch. I (4–1–03 Edition)§ 1.415–6

$20,000. X separates from the service of his 
employer on October 3, 1980, with a non-
forfeitable right to his accrued benefit, and 
begins to receive benefit payments on No-
vember 1, 1980. Assume that the adjusted dol-
lar limitation for 1980 is $100,000 and that the 
adjusted dollar limitation for 1981 is $110,000. 
For the limitation year beginning January 1, 
1981 (the first limitation year beginning after 
X separates from service), the compensation 
limitation applicable to X may be adjusted 
for cost of living increases by multiplying 
the annual adjustment factor by $20,000. The 
annual adjustment factor for this limitation 
year is a fraction, the numerator of which is 
$110,000 (the adjusted dollar limitation for 
the limitation year in which the compensa-
tion limitation is being adjusted) and the de-
nominator of which is $100,000 (the adjusted 
dollar limitation for the limitation year in 
which X separates from service). Thus, for 
the limitation year beginning January 1, 
1981, if the plan provides for post-retirement 
cost of living adjustments, X’s maximum an-
nual benefit could be increased to $22,000 
($110,000/$100,000 ×$20,000).

(c) Automatic cost of living adjustments 
of dollar limitation—(1) General rule. A 
defined benefit plan may include a pro-
vision which provides for an annual 
automatic cost-of-living adjustment of 
the dollar limitation described in sec-
tion 415(b)(1)(A) in accordance with 
paragraph (a) of this section. However, 
the provision may only provide for 
scheduled annual increases in the dol-
lar limitation which become effective 
no sooner than the date determined in 
accordance with paragraph (a)(2) of 
this section. 

(2) Example. The provisions of this 
paragraph may be illustrated by the 
following example:

Example. Plan A is a defined benefit plan. 
Effective January 1, 1976, the plan was 
amended to limit all participants’ annual 
plan benefits, determined on a straight life 
annuity basis, to $75,000. The amendment 
also provides that, ‘‘as of January 1 of each 
calendar year, the dollar limitation as deter-
mined by the Commissioner of Internal Rev-
enue for that calendar year will become ef-
fective as the Maximum Permissible Dollar 
Amount of the plan for that calendar year. 
The Maximum Permissible Dollar Amount 
for a calendar year applies to limitation 
years ending with or within that calendar 
year.’’ The amendment providing for an 
automatic cost-of-living adjustment of the 
dollar limitation of Plan A is an example of 
a provision which satisfies the requirements 
of subparagraph (1) of this paragraph.

[T.D. 7748, 46 FR 1704, Jan. 7, 1981]

§ 1.415–6 Limitation for defined con-
tribution plans. 

(a) General rules—(1) Maximum limita-
tions. Under section 415(c) and this sec-
tion, to satisfy the provisions of sec-
tion 415(a) for any limitation year, the 
annual additions (as defined in para-
graph (b) of this section credited to the 
account of a participant in a defined 
contribution plan (as defined in section 
414(i))) for the limitation year may not 
exceed the lesser of— 

(i) $25,000, or 
(ii) 25 percent of the participant’s 

compensation (as defined in subpara-
graph (3) of this paragraph) for the lim-
itation year. 

(2) Adjustment to dollar limitation. The 
dollar limitation described in section 
415(c)(1)(A) and subparagraph (1)(i) of 
this paragraph is adjusted for cost of 
living increases under section 415(d) 
and paragraph (d) of this section. The 
adjusted figure is effective as of Janu-
ary 1 of each calendar year and applies 
to limitation years that end during 
that calendar year. 

(3) Participant’s compensation. For 
purposes of this section, the term 
‘‘participant’s compensation’’ for any 
limitation year has the same meaning 
as set forth in § 1.415–2(d). The term 
‘‘participant’s compensation’’ includes 
all compensation actually paid or made 
available to the individual for the en-
tire limitation year even though the 
individual may not have been a partici-
pant for the entire limitation year. 

(4) Section 403(b) annuity contracts. 
For special rules with respect to sec-
tion 403(b) annuity contracts purchased 
by educational organizations, hospitals 
and home health service agencies, see 
paragrpah (e) of this section. 

(b) Annual additions—(1) In general—
(i) Limitation years beginning after De-
cember 31, 1986. For limitation years be-
ginning after December 31, 1986, or such 
later date provided in paragraph 
(b)(1)(iii) of this section, the term ‘‘an-
nual addition’’ means, for purposes of 
this section, the sum, credited to a par-
ticipant’s account for any limitation 
year, of: 

(A) Employer contributions; 
(B) Employee contributions; and 
(C) Forfeitures. 
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Contributions do not fail to be annual 
additions merely because they are ex-
cess deferrals, excess contributions, or 
excess aggregate contributions or 
merely because excess contributions or 
excess aggregate contributions are cor-
rected through distribution or re-
characterization. Excess deferrals that 
are distributed in accordance with 
§ 1.402(g)–1(e) (2) or (3) are not annual 
additions. 

(ii) Limitation years beginning before 
January 1, 1987. For limitation years 
beginning before January 1, 1987, or 
such later date provided in paragraph 
(b)(1)(iii) of this section, the term ‘‘an-
nual addition’’ means, for purposes of 
this section, the sum, credited to a par-
ticipant’s account for any limitation 
year, of: 

(A) Employer contributions; 
(B) The lesser of the amount of em-

ployee contributions in excess of 6 per-
cent of compensation (as defined in 
paragraph (a)(3) of this section) for the 
limitation year, or one-half of the em-
ployee contributions for that year; and 

(C) Forfeitures. 
(iii) Certain collectively bargained 

plans. In the case of a plan maintained 
pursuant to one or more collective bar-
gaining agreements between employee 
representatives and one or more em-
ployers ratified before March 1, 1986, 
for contributions or benefits pursuant 
to a collective bargaining agreement, 
the date specified in this paragraph is: 

(A) September 31, 1991, in the case of 
paragraph (b)(1)(i) of this section; and 

(B) October 1, 1991, in the case of 
paragraph (b)(1)(ii) of this section. 

(2) Employer contributions. (i) For pur-
poses of paragraph (b)(1)(i) of this sec-
tion, the term ‘‘annual additions’’ in-
cludes employer contributions which 
are made under the plan. Furthermore, 
the Commissioner may in an appro-
priate case, considering all of the facts 
and circumstances treat transactions 
between the plan and the employer or 
certain allocations to participants’ ac-
counts as giving rise to annual addi-
tions. 

(ii) If, in a particular limitation year, 
an employer contributes an amount to 
a participant’s account because of an 
erroneous forfeiture in a prior limita-
tion year, or because of an erroneous 
failure to allocate amounts in a prior 

limitation year, the contribution will 
not be considered an annual addition 
with respect to the participant for that 
particular limitation year, but will be 
considered an annual addition for the 
limitation year to which it relates. An 
example of a situation in which an em-
ployer contribution might occur under 
the circumstances described in the pre-
ceding sentence is a retroactive cred-
iting of service for an employee under 
29 CFR 2530.200(b)–2(a)(3) (regulations 
promulgated by the Department of 
Labor) in accordance with an award of 
back pay. For purposes of this subdivi-
sion, if the amount so contributed in 
the particular limitation year takes 
into account actual investment gains 
attributable to the period subsequent 
to the year to which the contribution 
relates, the portion of the total con-
tribution which consists of such gains 
is not considered as an annual addition 
for any limitation year. The rule de-
scribed in this subdivision is only ap-
plicable for purposes of applying the 
limitations of section 415. 

(iii) The restoration of an employee’s 
accrued benefits by the employer in ac-
cordance with section 411(a)(3)(D) or 
section 411(a)(7)(C) will not be consid-
ered an annual addition for the limita-
tion year in which the restoration oc-
curs. (See § 1.411(a)–7(d)(6)(iii)(B).) 

(iv) The transfer of funds from one 
qualified plan to another will not be 
considered an annual addition for the 
limitation year in which the transfer 
occurs. 

(v) In the case of a defined contribu-
tion plan (such as a money purchase 
pension plan) to which an employer 
makes a contribution in order to re-
duce an accumulated funding defi-
ciency (as defined in section 412(a)), the 
contribution will be considered an an-
nual addition for the limitation year 
when the contribution was otherwise 
required to have been made. The spe-
cial rule provided in the preceding sen-
tence is available however, only if the 
contribution is allocated to those par-
ticipants who would have received an 
addition if the contribution had been 
timely made. For purposes of deter-
mining the amount of the annual addi-
tion under this subdivision, any rea-
sonable amount of interest paid by the 
employer is disregarded. However, any 
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